PLEASE  RETURN 


STATE  DOCUMENTS  CGILECTION 

APR  2  51983 

MONTANA  STATE  LIBRARY 

1515  E.  6ii-i  AVE. 
HELENA,  MONTANA   59620 


OFFICE  OF  THE  LEGISLATIVE  AUDITOR 

STATE  OF  MONTANA 
STATE  CAPITOL         •         HELENA 


inmi  ^ 

3  0864  1004  7687  1 


STATE   OF   MONTANA 

Report  to  the   Legislature 

MOUNTAIN    VIEW   SCHOOL 

Report  on  the   Examination  of   Financial   Statements 
Two   Fiscal   Years   Ended   June  30,    1982 


Office  of  the   Legislative  Auditor 
82-27  Room   135,    State  Capitol 

Helena,    Montana     59620 


TABLE   OF   CONTENTS 

Page 

Appointive  and  Administrative  Officials  iii 

Summary  of  Recommendations  iv 

General  1 

Background  1 

Trust  Fund   Placement  3 

Revenue   Recognition  5 

Indirect  Cost  Reimbursement  6 

Federal   Grants  6 

Introduction  6 

Federal   Reports  7 

Prior  Audit   Recommendations  8 

Internal   Control  8 

Property  Management  System  11 

Expenditures  12 

Payroll  13 

Auditor's   Report  and   Financial   Statements 

Auditor's   Report  14 

Combined   Balance  Sheet,    All    Fund  Types 

June  30,    1982  16 

Combined  Statement  of  Revenues,  Expen- 
ditures, and  Changes  in  Fund  Balances  - 
General   and  Special    Revenue   Fund   Types, 

For  the   Fiscal   Year   Ended  June  30,    1982  17 

Combined  Statement  of  Revenues,    Expen- 
ditures,   and   Changes   in    Fund   Balance   - 
Budget  and  Actual   -   General   and   Special 
Revenue   Fund  Types,    For  the   Fiscal   Year 

Ended  June  30,    1982  18 


TABLE   OF   CONTENTS   (Continued) 

Page 

Combined   Statement  of   Revenues,    Expen- 
ditures,   and   Changes   in    Fund    Balances 
General   and   Special    Revenue   Fund   Types 
For  the   Fiscal   Year   Ended   June  30,    1981  19 

Combined   Statement  of   Revenues,    Expen- 
ditures,   and   Changes   in    Fund    Balance   - 
Budget  and   Actual    -   General    and   Special 
Revenue   Fund   Types,    For  the   Fiscal    Year 
Ended   June  30,    1981  20 

Notes  to  the   Financial   Statements  21 

Schedule  of  Federal   Subgrants  26 

Agency   Reply  27 


APPOINTIVE   AND   ADMINISTRATIVE   OFFICIALS 

DEPARTMENT   OF    INSTITUTIONS 

Carroll   South  Director 

Curt  Chisholm  Deputy   Director 

Daniel   D.    Russell  Administrator 

Corrections   Division 

Jim   L.    Haubein  Administrator 

Management  Services   Division 


MOUNTAIN  VIEW   SCHOOL 

George  W.    Unger  Superintendent 

Jerold   C.    Skillman  Assistant  Superintendent 

Fred  M.    Swain  Business  Manager 


III 


SUMMARY   OF    RECOMIVIENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include 
a  listing  of  all  recommendations  together  with  a  notation  as  to 
whether  the  agency  concurs  or  does  not  concur  with  each  recommen- 
dation. This  listing  serves  as  a  means  of  summarizing  the  recom- 
mendations contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting  comments. 
The  full  reply  of  the  Mountain  View  School  is  included  in  the  back 
of  this   report. 
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1  Record   transactions   relating  to  dona- 
tions,   recreation,    and  canteen  accounts 

in   the  special    revenue  fund.  4 

Agency    Reply:      Concur.      See   page  28. 

2  Record    revenue   in   accordance  with 

generally  accepted   accounting   principles.  5 

Agency   Reply:      Concur.      See  page  28. 

3  Negotiate  an   indirect  cost  plan   and 
recover  indirect  costs  of  federally 

supported   programs.  " 

Agency   Reply:      Concur.      See  page  28. 

4  Submit  reports  when   due  or  obtain 
written  authorization  for  extension  of 

report  due  dates.  ° 

Agency   Reply:      Concur.      See  page  28. 

5A     Implement  a   property  accounting   system.  12 

Agency    Reply:      Concur.      See   page  28. 

5B     Develop  a  formal    property   management 
system  and  assign    responsibility   to  a 
designated   individual.  12 

Agency   Reply:      Concur.      See  page  28. 

5C     Periodically  count  the  equipment  items   in 
the  various   buildings  to  ensure   reliability 
of  the  asset   records  and   security  of  the 
equipment  items.  12 

Agency   Reply:      Concur.      See  page  28. 
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SUMMARY   OF    RECOMIVIEN  DAT  IONS   (Continued) 
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6A     Establish   procedures  to  ensure  that 
documents   are   reviewed   and   approved 
by   someone  other  than   the  preparer.  13 

Agency   Reply:      Concur.      See  page  29. 

6B     Have  employees   receiving   goods   verify 
the   receipt  by   signing   the  applicable 
invoices . 

Agency   Reply:      Concur.      See   page  29. 


13 


7        Require  supervisors  to  approve  employee 

time  summaries.  13 

Agency   Reply:      Concur.      See  page  29. 


GENERAL 

We  performed  a  financial  compliance  audit  of  Mountain  View 
School  (MVS)  for  fiscal  years  1980-81  and  1981-82.  The  objectives 
of  the  audit  were  to:  (1)  determine  if  the  school's  financial  state- 
ments present  fairly  the  financial  position  on  June  30,  1982  and 
the  results  of  operations  for  the  two  fiscal  years  then  ended; 
(2)  determine  if  the  school  complied  with  applicable  laws  and 
regulations;  and  (3)  make  recommendations  for  the  improvement  in 
the  management  and   internal   controls  of  the  school. 

We    thank   the    Superintendent   and    his    staff   for  their  coopera- 
tion and   assistance  during  the  audit. 
BACKGROUND 

Mountain    View    School    was    established    by    the    Legislature    in 
1893  as  a  part  of  the   Boys  and   Girls   Industrial   School   at  Miles  City, 
Montana.      The    state    Legislature    established    the   Vocational    School 
for    Girls     in     1919    at    the    present    site    of    Mountain    View    School, 
which   became  the  official    name  on   January   1,    1968. 

Mountain    View    School's    primary    function    is    to    provide   care, 
education,    training,    and    rehabilitation   for  girls  aged   ten  to  twenty- 
one.       The    school    contracts    with    the    federal    government    and    the 
Bureau    of    Indian    Affairs    for    the    care    of    residents    in    federal    or 
tribal  jurisdiction. 

The  school  receives  both  state  and  federal  funding.  The 
money  is  spent  on  the  school's  care  and  custody  program.  Sources 
of  federal  funding  include  Elementary  and  Secondary  Education  Act 
Title  I,  the  National  School  Food  Program,  and  federal  and  tribal 
boarder  commitments.  In  addition,  the  school  receives  commodities 
from  the  federal   government. 
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During  fiscal  year  1981-82  the  school's  total  expenditures 
were  $1,450,464.  With  an  average  population  of  34  girls,  the  cost 
for  each  resident  was  approximately  $117  per  day  during  fiscal 
year   1981-82. 

The  following  graphs  analyze  the  school's  operating  costs  and 
student  cost  per  day  during  the  past  five  years  in  current  and 
constant  dollars.  The  current  dollars  were  adjusted  for  inflation 
using   the  consumer  price  indexes   (CPI). 


TOTAL  EXPENDITURES 
LAST  FIVE  YEARS 
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"During  these  two  fiscal  years,  MVS  had  boys  on  45-day  evaluations. 


By  using  a  price  index,  dollars  of  purchasing  power  in  a  specific 
period  of  time  (current  dollars)  can  be  restated  to  dollars  of  pur- 
chasing power  of  another  period  (constant  dollars).  For  example, 
in  fiscal  year  1982,  the  cost/student/day  was  $117.  Given  the 
same  level  of  services,  it  would  have  cost  $79/student/day  in  1978. 
TRUST    FUND   PLACEMENT 

During   fiscal    years   1980-81    and   1981-82,    Mountain   View  School 
(MVS)   maintained   six   types  of  accounts   in   its  agency  fund: 

1.  Student  Accounts; 

2.  Recreation; 

3.  Canteen; 

4.  Donations; 

5.  Senior  Class;   and 

6.  Inactive  Accounts. 

The  Student  Accounts,  the  Senior  Class  Account,  and  the 
Inactive  Accounts  meet  the  agency  fund  criteria.  Generally  accepted 
accounting  principles  define  an  agency  fund  as  one  that  accounts 
for  "assets  held  by  a  governmental  unit  ...  as  an  agent  for 
individuals,  private  organizations,  other  governmental  units, 
and/or  other  funds."  Using  an  agency  fund  to  record  recreation, 
canteen,  and  donation  activity  does  not  meet  the  criteria  for  an 
agency  fund. 

The    recreation   fund    is    used   to   account  for  the  commission  on 
pop  and  candy  machine  sales  and   the  purchase  and   sale  of  cigarettes. 
During    fiscal     year     1981-82,     the    school    received    $5,042    and    dis- 
bursed  $4,736  from  this   account. 


The  canteen  accounts  for  sales  and  purchases  of  pop  and 
candy.  During  fiscal  year  1981-82,  the  school  received  $1,015 
from   sales   and   disbursed   $895. 

The  school  received  $235  in  donations  during  fiscal  year 
1981-82. 

These  three  accounts  are  more  appropriately  accounted  for  in 
the  Special  Revenue  Fund.  Special  Revenue  Funds  are  used  to 
account  for  the  proceeds  of  specific  revenue  sources  that  are 
restricted  to  expenditures  for  specified   purposes. 

In  addition,  Volume  36,  Number  106,  Opinions  of  the  Attorney 
General,  relating  to  donations,  states  "cash  gifts,  income  from 
gifts  of  real  property,  securities  and  the  like  should  therefore  be 
deposited  with  the  state  treasurer.  The  treasury  fund  structure 
act  has  created  the  federal  and  private  revenue  fund,  wherein 
such  gifts  are  to  be  deposited."  Under  the  new  treasury  fund 
structure,  the  money  would  be  deposited  in  the  special  revenue 
fund . 

The  financial  statements  for  the  Special  Revenue  and  Agency 
Funds  have  been  adjusted  to  present  these  activities  in  the  proper 
fund. 

RECOIVUVIENDATION   #1 

WE  RECOMMEND  THE  SCHOOL  RECORD  TRANSACTIONS 
RELATING  TO  DONATIONS,  RECREATION,  AND  CANTEEN 
ACCOUNTS    IN    THE   SPECIAL    REVENUE    FUND. 


REVENUE    RECOGNITION 

The  school  recorded  federal  revenues  using  the  cash  basis  of 
accounting  and  recognized  revenue  at  the  time  cash  was  received. 
According  to  generally  accepted  accounting  principles  and  Manage- 
ment Memo  2-82-2,  federal  grant  revenues  should  be  recognized  at 
the  time  of  making  an  expenditure  since  the  expenditure  of  funds 
for  a  grant  is  the  prime  factor  in  recognizing  grant  revenue. 
Those  amounts  not  received  by  the  school  by  fiscal  year-end 
should  be  accrued.  When  federal  grant  money  is  received  in 
advance  of  anticipated  expenditures  any  portion  considered  not 
earned   as  of  fiscal   year-end   should   be   recorded   as  deferred    revenue. 

At  fiscal  year-end  1980-81  and  1981-82,  the  school  should 
have  deferred  the  recognition  of  $4,972  and  $7,860  in  revenue  in 
its  accounting  records  in  the  Special  Revenue  Fund  until  the  next 
fiscal  year  since  grant  expenditures  had  not  been  made.  The 
school  should  have  accrued  $10,650  in  fiscal  year  1980-81  and 
$3,721  in  fiscal  year  1981-82  to  recognize  revenue  where  the  school 
had   not  yet  received   reimbursement  for  grant  expenditures  incurred. 

The  financial  statements  for  the  Special  Revenue  Fund  have 
been  adjusted  to  fairly  present  the  account  balances. 

RECOMMENDATION   #2 

WE  RECOMMEND  THE  SCHOOL  RECORD  REVENUE  IN  ACCOR- 
DANCE WITH  GENERALLY  ACCEPTED  ACCOUNTING  PRIN- 
CIPLES. 


INDIRECT    COST    REIMBURSEMENT 

The  department  did  not  negotiate  a  reimbursement  rate  for 
recovery  of  indirect  costs  associated  with  programs  supported  by 
federal  funds.  The  department  received  federal  grants  during 
fiscal  years  1980-81  and  1981-82  of  $36,708  and  $37,923,  respec- 
tively, that  could  provide  reimbursements  of  state  indirect  costs. 
By  obtaining  reimbursement  of  these  costs  through  the  federal 
grant,  state  funds  would  not  be  used  to  pay  these  costs.  Mountain 
View  officials  stated  that  indirect  costs  would  be  deducted  from  the 
overall  grant  causing  a  reduction  on  services  provided  with  grant 
funds. 

Section  17-3-111,  MCA,  requires  agencies  to  negotiate  agree- 
ments with  the  federal  government  to  recover,  to  the  fullest  extent 
possible,  indirect  costs  of  administering  federal  grants.  In  August 
1980,  Management  Memo  4-80-7  was  issued  furnishing  instructions 
for  agencies  to  collect  and  account  for  these  indirect  cost  reimburse- 
ments. 

RECOMMENDATION   tt3 

WE  RECOMMEND  THE  SCHOOL  NEGOTIATE  AN  INDIRECT 
COST  PLAN  AND  RECOVER  INDIRECT  COSTS  OF  FEDERALLY 
SUPPORTED   PROGRAMS. 

FEDERAL   GRANTS 
Introduction 

Our    audit  of  federal   moneys  was   performed   in   accordance  with 
the     requirements     in     the     U.S.     Office    of    Management    and    Budget 


"Circular  A-102,  Attachment  P."  This  circular  provides  for  audits 
of  financial  operations,  including  compliance  with  certain  provisions 
of  federal    law  and   regulations. 

Mountain  View  School  was  a  subgrantee  receiving  federal 
funds  from  the  federal  agencies  listed  on  page  26.  We  review  the 
major  compliance  areas  in  the  Title  I  Subgrant,  the  School  Food 
Subgrants,  and  the  Field  Learning  Subgrant.  Areas  reviewed 
included: 

1.  eligibility  determination, 

2.  specific  grant  provisions,    and 

3.  cost  allowability. 

During  our  review  we  noted  compliance  problems  in  the  timeliness 
of  federal  reporting.  This  is  discussed  in  the  following  section. 
Nothing  came  to  our  attention  that  causes  us  to  believe  untested 
compliance  issues  are  not  in  accordance  with  applicable  laws  and 
regulations. 

As  a   result  of  our  review,    it  is  our  opinion  that  the  deficiency 
noted    did    not    significantly    affect    the    successful    operation   of   the 
programs    or    the    allowability    of    costs    in    conformity    with    program 
regulations. 

Federal    Reports 

One  objective  of  our  review  of  grants  was  to  determine  whether 
financial  reports  to  the  Office  of  Public  Instruction  (OPI)  contained 
accurate  and  reliable  information  and  were  submitted  when  due. 
During  our  testing,  we  noted  that  the  School  Food  Service  Grant 
report  was  incomplete  and  not  submitted  on  a  timely  basis.  The 
June    1982    report    was    due    at    OPI    on    July  10,    1982.      One    half   of 


the  report  was  submitted  on  September  3,  1982;  the  other  half  of 
the  report  has  not  yet  been  submitted  to  OPI.  The  school  did  not 
submit  a  written  request  for  an  extension  of  the  report's  due  date. 
Under  the  School  Food  Service  Grant,  Mountain  View  School  is 
required  to  submit  a  monthly  report  to  OPI  containing  the  number 
of  meals  served  at  the  school  and  the  amount  of  income  and  expendi- 
tures relating  to  the  program.  Because  this  report  is  the  basis 
for  cost  reimbursement,  delays  in  submitting  this  report  postpones 
reimbursement  for  meals   served   at  the  school. 

RECOMMENDATION   #4 

WE  RECOMMEND  THE  SCHOOL  SUBMIT  REPORTS  WHEN  DUE 
OR  OBTAIN  WRITTEN  AUTHORIZATION  FOR  EXTENSION  OF 
REPORT    DUE    DATES. 

PRIOR    AUDIT    RECOMMENDATIONS 

The    previous    audit   of    the    department    contained   seven    recom- 
mendations   still    applicable    to    the  department.      The  department  has 
implemented  five  of  these  recommendations,    and   has  not  implemented 
two. 

The  two   recommendations  the  department  has   not  taken   adequate 
corrective    action   for  concern   property,    plant  and   equipment.      This 
issue   is  addressed  on   page  11    of  this   report. 
INTERNAL   CONTROL 

We  have  examined  the  financial  statements  of  Mountain  View 
School  (MVS)  for  the  two  fiscal  years  ended  June  30,  1982.  We 
issued     our    opinion    dated    November  1,     1982    on    these    statements. 


As  part  of  our  examination,  we  made  a  study  and  evaluation  of  the 
system  of  control  of  MVS.  Our  study  evaluated  the  system  as 
required  by  generally  accepted  government  auditing  standards  for 
financial  and  compliance  audits.  We  classified  the  controls  in  the 
following  categories: 

1.  revenue/receivables; 

2.  payroll; 

3.  expenditures/liabilities; 

4.  cash; 

5.  plant,    property,    and   equipment; 

6.  inventories;    and 

7.  trust  accounts. 

We  evaluated  controls  over  payroll,  expenditures,  cash,  and  trust 
accounts.  Through  our  study,  we  determined  the  nature,  timing, 
and  extent  of  our  auditing  procedures.  We  applied  alternative 
audit  tests  to  revenue/receipts  and  inventories  because  the  audit 
could  be  performed  more  efficiently  by  expanding  substantive  audit 
work.  We  did  not  rely  on  controls  over  plant,  property,  and 
equipment  because  adequate  controls  did  not  exist.  We  did  not 
evaluate  the  control  system  to  the  extent  necessary  to  give  an 
opinion  on  either  individual  segments  or  the  system  as  a  whole. 
The  management  of  Mountain  View  School  is  responsible  for 
establishing  and  maintaining  a  system  of  accounting  control.  In 
fulfilling  this  responsibility,  estimates  and  judgments  by  manage- 
ment are  required  to  assess  the  expected  benefits  and  related 
costs  of  control  procedures.  The  objectives  of  a  system  are  to 
provide    management    with     reasonable    assurance:        (1)   that    assets 


are  safeguarded  against  loss  from  unauthorized  use  or  disposition; 
(2)  that  transactions  are  executed  in  accordance  with  management's 
authorization;  and  (3)  that  transactions  are  recorded  properly  to 
permit  the  preparation  of  financial  statements  in  accordance  with 
generally  accepted  accounting  principles.  Inherent  limitations  in 
any  system  of  controls  may  cause  errors  or  irregularities  to  remain 
undetected.  The  current  system  evaluation  should  not  be  used  to 
project  to  future  periods  since  the  procedures  may  become  inade- 
quate or  compliance  with   them  may  deteriorate. 

The  limited  purpose  of  our  study  described  in  the  first  para- 
graph would  not  necessarily  disclose  all  material  weaknesses  in  the 
system.  Accordingly,  we  do  not  express  an  opinion  on  the  system 
of  controls  used  by  MVS.  However,  our  study  disclosed  conditions 
that  could  result  in  financial  statement  errors  that  would  be  difficult 
to  detect.  These  conditions  relating  to  expenditures,  payroll,  and 
plant,  property,  and  equipment  are  discussed  on  pages  11  through 
13. 

These  conditions  were  considered  in  determining  the  nature, 
timing,  and  extent  of  the  audit  tests  of  the  financial  statements 
and  this  report  does  not  affect  our  report  on  the  financial  state- 
ments. 

The  preceding  four  paragraphs  are  intended  solely  for  the 
use  of  management  and  the  legislature  and  should  not  be  used  for 
any  other  purpose.  This  restriction  as  to  use  is  not  intended  to 
limit  the  distribution  of  this  document  which,  upon  acceptance  by 
the     Legislative     Audit    Committee,     is    a     matter    of    public     record. 
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Property  Management  System 

State  accounting  policies  and  sound  management  practices 
require  a  system  to  account  for  and  control  plant,  property,  and 
equipment.  The  accounting  system  for  plant,  property,  and 
equipment    maintained     by    the    school     is    incomplete    and    outdated. 

The  school  has  not  assigned  responsibility  for  its  plant, 
property,  and  equipment  to  a  designated  individual;  has  not  taken 
a  complete  count  of  the  school's  equipment;  has  not  recorded 
additions  and  deletions;  and  has  not  recorded  transfers  of  equip- 
ment from  one  building  to  another  in  a  usable  format.  Adequate 
accounting  procedures  and  records  are  essential  for  the  protection 
of  state  property.  Through  a  centralized  property  management 
system,  the  safeguarding  of  property  assets  and  the  generation  of 
reliable  financial   data  can   be  achieved. 

With  an  effective  property  management  system  and  complete 
implementation  of  a  property  accounting  system,  the  following  addi- 
tional   weaknesses    in    the    school's    property    area    can   be  addressed: 


1.  The  responsibility  for  custody  and  proper  and  efficient 
use  of  property  is  not  fixed  with  one  designated  individ- 
ual . 

2.  Adequate  information  such  as  location  and  cost  data 
essential  for  the  proper  management  of  property  and 
preparation    of    financial    reports    is    not    readily    available. 

3.  There   is   no  formal    policy   regarding   the  use  and  operation 
of  a   property  accounting   system. 


The    school     should     count     its    equipment    items    and    make    the 
necessary  adjustments  to  amounts   recorded   on   the   property  account- 
ing   system.      The  school   should  also  review  the  Montana  Operations 
Manual,     Volume  2,     Chapter  1700,    for    guidance    in    regards    to    the 
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development  and   operation   of  a   property   accounting   and   management 
system.      These  functions   could   be  handled   with   existing   personnel. 

RECOMMENDATION    tt5 

WE    RECOMMEND    THE    SCHOOL: 

A.  IMPLEMENT    A    PROPERTY    ACCOUNTING   SYSTEM. 

B.  DEVELOP  A  FORMAL  PROPERTY  MANAGEMENT  SYSTEM 
AND  ASSIGN  RESPONSIBILITY  TO  A  DESIGNATED 
INDIVIDUAL. 

C.  PERIODICALLY  COUNT  THE  EQUIPMENT  ITEMS  IN  THE 
VARIOUS  BUILDINGS  TO  ENSURE  RELIABILITY  OF  THE 
ASSET  RECORDS  AND  SECURITY  OF  THE  EQUIPMENT 
ITEMS. 

Expenditures 

During  our  testing,    we  found   documents   prepared   and   approved 
by    the  same   person.      To   provide   better  control   over  expenditures, 
documents    should    be    reviewed    and    approved    by    someone    indepen- 
dent of  their  preparation. 

We  also  noted  employees  receiving  goods  do  not  consistently 
sign  receipts  and  invoices  verifying  the  receipt  of  goods  or  services. 
Adequate  internal  controls  include  retaining  invoices  bearing  the 
signature  of  the  employee  who  receives  the  goods  or  services  for 
the  school.  These  approvals  can  aid  in  preventing  unauthorized 
expenditures  and   duplicate   payments. 

We    noted     no     instances    of    unauthorized    payment    during    our 
testing. 
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RECOMMENDATION    #6 

WE    RECOMMEND    THE    SCHOOL: 

A.  ESTABLISH    PROCEDURES   TO    ENSURE   THAT    DOCUMENTS 
ARE     REVIEWED     AND     APPROVED     BY     SOMEONE    OTHER 
THAN    THE    PREPARER. 

B.  HAVE       EMPLOYEES       RECEIVING       GOODS       VERIFY      THE 
RECEIPT       BY      SIGNING      THE      APPLICABLE      INVOICES. 

Payroll 

During  our  testing  of  payroll  transactions,  we  noted  15  of  28 
time  summaries  tested  did  not  have  supervisory  approval.  Super- 
visory approval  is  necessary  to  ensure  employees  are  paid  only  for 
hours   actually   worked  or  taken   as   leave. 

RECOMMENDATION   #7 

WE     RECOMMEND     THE     SCHOOL     REQUIRE     SUPERVISORS     TO 

APPROVE    EMPLOYEE   TIME   SUMMARIES. 
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AUDITOR'S    REPORT   AND    FINANCIAL   STATEMENTS 


STATE  OF  MONTANA 


BERT  R.  RINGWOOD 

EGISLATIVE  AUDITOR 


^ttht  ixl  iht  '^t:^h[rtii'ixt  ^niiitits 


STATE  CAPITOL 
HELENA,  MONTANA  59620 

406/449  3122 


DEPUTY  LEGISLATIVE  AUDITORS: 

JAMES  H    GILLETT 

FINANCIAL/COMPLIANCE 
AND  CONTRACTED  AUDITS 

SCOTT  A.  SEACAT 

PERFORMANCE/SUNSET  AUDITS 

STAFF  LEGAL  COUNSEL 
JOHN  W.  NORTHEY 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  financial  statements  of  the  various 
funds  of  Mountain  View  School  as  of  and  for  the  two  fiscal  years 
ended  June  30,  1982,  as  shown  on  pages  16  through  25.  Our 
examination  was  made  in  accordance  with  generally  accepted  govern- 
ment auditing  standards  for  financial  and  compliance  audits  and, 
accordingly,  included  such  tests  of  the  accounting  records  and 
such  other  auditing  procedures  as  we  considered  necessary  in  the 
circumstances. 

The  condition  of  the  school's  accounting  records  relating  to 
fixed  assets  and  equipment  was  such  that  we  were  unable  to  per- 
form certain  auditing  tests  and  procedures  which  we  deemed  neces- 
sary to  comply  with  generally  accepted  auditing  standards.  Account- 
ing records  for  land,  buildings,  and  equipment  are  not  adequately 
maintained.  Accordingly,  a  Statement  of  General  Fixed  Assets 
required  by  generally  accepted  accounting  principles  is  not  included 
in   the  financial    statements. 

In  our  opinion,  the  financial  statements  referred  to  in  para- 
graph one  present  fairly  the  financial  position  of  such  funds  of 
Mountain  View  School  at  June  30,  1982,  and  the  results  of  opera- 
tions  and    the   changes    in   fund    balances   of   such  funds  for  the  two 
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fiscal     years     then    ended,     in    conformity    with    generally    accepted 
accounting   principles  applied  on   a  consistent  basis. 

Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  basic  financial  statements  taken  as  a  whole.  The 
accompanying  Schedule  of  Federal  Subgrants  presented  on  page  26 
is  presented  for  purposes  of  additional  analysis  and  is  not  a  required 
part  of  the  financial  statements.  Such  information  has  been  sub- 
jected to  the  auditing  procedures  applied  in  our  basic  financial 
statements  and,  in  our  opinion,  is  fairly  stated  in  all  material 
respects  in  relation  to  the  basic  financial  statements  taken  as  a 
whole. 

Respectfully  submitted, 

James   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 

November  1,    1982 


Approved; 

Robert   R.    Ri|6fflwood 
Legislative  Auditor 
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MOUNTAIN  VIEW  SCHOOL 
COMBINED  BALANCE  SHEET 
ALL  FUND  TYPES 
JUNE  30,  1982 


ASSETS : 
Cash 

Accounts  Receivable 
Due  From  Other  Fund  Groups 
Accounts  Receivable  - 

Federal  Cost  Reimbursement 
Inventory 
Appropriation  Authority  Available 

to  Pay  Accrued  Expenditures 
Total  Assets 


LIABILITIES: 
Accounts  Payable 
Accrued  Expenditures 
Due  to  Other  Fund  Groups 
Deferred  Revenue 
Property  Held  in  Trust 
Due  to  State  General  Fund 
Total  Liabilities 


GOVERNMENTAL 

FIDUCIARY 

FUND 

TYPES 

FUND  TYPE 

Special 

Trust 

General 

Revenue 

and  Agency 

$    500 

$37,824 
4,010 

$5,344 

17,926 

64,685 
102,196 


3,721 


$185,307 

$45,555 

$  72,792 

$  4,116 

29,404 

4,503 

17,926 

12,832 

18,426 

120,622 

39,377 

$5,344 


$5,344 
5,344 


FUND  EQUITY: 
Investment  in  Inventory 
Fund  Balance 

Total  Fund  Equity 


64,685 

-0- 
64,685 


6,178 
6,178 


-0- 


Total  Liabilities  and  Fund  Equity 


$185,307 


$45,555 


$5,344 


16 


MOUNTAIN  VIEW  SCHOOL 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES, 

AND  CHANGES  IN  FUND  BALANCES 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1982 


REVENUES: 
Miscellaneous 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Care  and  Custody 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

Prior  Year  Adjustments 

OTHER  FINANCING  SOURCES  (USES): 
Support  From  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES  (USES) 

FUND  BALANCE,  JULY  1,  1981 

FUND  BALANCE,  JUNE  30,  1982 


General 

Special 
Revenue 

$  6,293 
86,976- 

$    -0- 

93,269 

1,350,464 
1,350,464 

99,486 
99,486 

(1,350,464) 

(6,217) 

(10,501) 

42 

1,360,965 

-0- 

(6,175) 

-0- 

12,353 

$    -0- 

$  6,178 

The  notes  to  the  financial  statements  are  an  integral  part  of  this 
statement . 
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MOUNTAIN  VIEW  SCHOOL 
COMBINED  STATEHEST  OF  REVEtfUES,    EXPENDTTltRFs     .„„ 
CHANGES    IM  FUND  BALANCE    -   BUDGET~ANn~fl7^T^Ar^ 
GENERAL  AND  SPECIAL  REVENUE  FUND  TYPeT — 
FOR  THE  FISCAL  YEAR  ENDED  JUNE   30     mz 


General     Fund 


GOVERMHEHTAL  FIWD  TYPES 


REVENUES: 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Care  and  Custody 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

Prior  Year  Adjustments 

OTHER  FINANCING  SOURCES   (USES): 
Support  From  General   Fund 

EXCESS  OF  REVENUES  OVER   (UNDER) 
EXFESDITURES  AND  OTHER  SOURCES   (USES) 


FUND  BALANCE,    JULY      1,    1981 
FUND  BALANCE.   JUNE  30,    1982 


BudRet 


1,A25.621 

Cl,«5.621) 

(10,501) 

1.436,122 


1,356,656 
1.356,656 


(1,356,656) 
(10,501) 


Variance- 
Favorable 
(Unfavorable) 


ecial  Revenue  Fund 


(68.965) 


g  -0- 


BudRet 

Actual 

Variance- 
Favorable 
(Untavorable) 

$108,362 
108,362 

$85,820 
85,820 

$(22,542) 
<22;542) 

108.073 
108!073 

92,737 
92,737 

15,336 
15,336 

289 

(6,917) 

(7.206) 

1,197 

1.197 

-0- 

1,486 

(5.720) 

(7.206) 

9,448 

9,448 
$  3,728 

-0- 

S   10,934 

$   (7.206) 

The  notes   to   the   financial   statements   are  an  integral  part  of  this   statement. 


MOUNTAIN  VIEW  SCHOOL 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES, 

AND  CHANGES  IN  FUND  BALANCES 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 


General 


Special 
Revenue 


REVENUES: 
Rentals,  Leases,  Royalties 
Miscellaneous 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Care  and  Custody 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

Prior  Year  Adjustments 

OTHER  FINANCING  SOURCES  (USES): 
Support  From  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES  (USES) 

FUND  BALANCE,  JULY  1,  1980 

Transfer  of  Funds  from  Agency  Account 

FUND  BALANCE,  JUNE  30,  1981 


180 


180 


1,238,152 
1,238,152 


(1,237,972) 
(2,057) 

1,240,029 

-0- 
-0- 


$  6,507 
134,877 
141,384 


132,309 
132,309 


9,075 
5,136 


$ -0- 


14,211 

(3,598) 

1,740 

$  12,353 


The  notes  to  the  financial  statements  are  an  integral  part  of  this 
statement. 
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Rentals,    Leases,    Royalties 
Federal   Assistance 
Total  Revenues 

EXPENDITURES: 
Care  and  Custody 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)   CURRENT  EXPENDITURES 

Prior  Year  Adjustments 

(iTHER  FINANCING  SOURCES    (USES)  : 
Support  From  General   Fund 

EXCESS  OF  REVENUES  OVER    (UNDER) 
KXPENDITURES  AND  OTHER   SOURCES    (USES) 

FL™  BALANCE,   JULY     1,    1980 

FUND  BALANCE,  JUNE  30,    1981 


.  Special  Revenue  Funrf~ 


131,990 
131.990 


(1 

,239 

590) 

(1 

,237 

972) 

1 

.618 

(24 

773) 

7 

C2 

057) 

(2 

057) 

0- 

5 

136 

5 

136 

_1_ 

,241, 

647 

J_ 

,240, 

029 

-U 

jtli) 

S  -0- 


(19,637) 

(3.598) 

;(23,235) 


Vanance- 
A  .      ,  Favorable 

*'""'  (Untavor.hl, 


126.967 
126.967 


Ilie  notes   to  the   financial   statements   are  an   intc 


■gral    part    of   th: 


s   statement. 


MOUNTAIN    VIEW   SCHOOL 

NOTES   TO    FINANCIAL   STATEMENTS 

JUNE   30,    1981    AND   JUNE   30,    1982 

T-      SUMMARY   OF   SIGNIFICANT   ACCOUNTING   POLICIES 

The  Mountain  View  School  is  an  agency  of  the  Department  of 
Institutions,  Division  of  Corrections,  which  operates  under  a 
superintendent  appointed  by  the  director  of  the  Department  of  , 
Institutions.  Our  program  consists  of  care  and  custody,  having 
been  consolidated  to  one  program  from  administration,  care  and 
custody,   developmental   and   community   services. 

The     following     is     a     summary     of     the     significant    accounting 
policies: 

Basis  of  Presentation 

The  financial  statements  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System.  Accounts  are  organized  on  the 
basis  of  funds,  each  of  which  is  considered  a  separate  accounting 
entity.  The  operation  of  each  fund  is  accounted  for  with  a  separate 
set  of  self-balancing  accounts  that  comprise  its  assets,  liabilities, 
equities,  revenues,  and  expenditures.  The  following  fund  types 
are  used: 

General  Fund  -  accounts  for  all  financial  resources  except 
those   required   to  be  accounted   for   in  other  funds. 

Special  Revenue  Fund  -  accounts  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditures 
for  specific  purposes.  This  fund  contains  the  state,  federal 
and  private  revenue  entities  at  the  institution.  Legislative 
appropriation    is   required   to  spend   from  this  fund. 


21 


Trust  and   Agency    Fund   -   accounts  for  assets   held   in   trust  or 
as    an    agent    by    the    department    for    others.      The    major    item 
accounted   for  in  these  funds   by  the  school   are  student  accounts. 
A     legislative     appropriation     is     not     required     to     spend     from 
these  funds. 


Basis  of  Accounting 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of 
accounting.  Under  the  modified  accrual  basis  of  accounting, 
revenues  are  recorded  when  received  in  cash,  unless  susceptible 
to  accrual  or  deferral,  and  expenditures  are  recorded  when  a  valid 
obligation  is  incurred.  Revenues  are  susceptible  to  accrual  if  they 
are  measurable  and  available  to  finance  expenditures  of  the  fiscal 
period  or  are  not  received  at  the  normal  time  of  receipt.  Revenues 
are  deferred  if  material  and  received  before  the  "normal"  time  of 
receipt  or  if  received  for  a  particular  activity  and  the  expense  for 
the  activity  has   not  been   incurred   prior  to  fiscal   year-end. 

With  the  following  exceptions  to  the  modified  accrual  basis  of 
accounting,  a  valid  obligation  exists  when  the  associated  liability  is 
incurred; 

--The  liability  amount  associated  with  unused  accumulated 
vacation  and  sick  leave  at  June  30,  1982,  is  maintained  on  an 
hourly  basis  rather  than  by  dollar  amount.  The  monetary 
liability  is  not  calculated  until  an  employee  terminates.  Upon 
termination,  qualifying  employees  are  paid  at  their  current 
pay  rate  for  100  percent  of  accumulated  vacation  and  25  per- 
cent of  unused   sick   leave. 

--If     the     appropriation     provided     funds     to     complete     a     given 
project,   the  entire  amount  of  a  service  contract  may  be  accrued 
even    though    the    services    are    rendered    in    fiscal    years    sub- 
sequent to  the  fiscal   year  in  which  the  expenditure  is  accrued. 

--The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal 
year  in  which   budgeted. 

-Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year    in    which    the    anticipated    expenditure   is   to   be   accrued. 
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Vacation   and   Sick   Leave 

Teachers  at  the  school  accumulate  sick  leave  while  all  other 
employees  at  the  school  accumulate  both  vacation  and  sick  leave. 
Employees  are  paid  for  100  percent  of  unused  vacation  and  25  per- 
cent of  unused  sick  leave  credits  upon  termination.  Accumulated 
unpaid  liabilities  for  vacation  and  sick  leave  are  not  reflected  in 
the  financial  statements  of  Mountain  View  School.  At  June  30, 
1982,  the  value  of  the  liability  was  not  readily  determinable. 
Expenditures  for  termination  pay  currently  are  absorbed  in  the 
annual  operational  costs  of  the  school. 
2.      PENSION    PLAN 

Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  or  Teachers'  Retirement  System.  These  plans 
are  administered  by  the  state  of  Montana.  All  eligible  employees 
contribute  6  percent  of  their  salary  to  PERS,  while  the  institution 
contributes  6.2  percent  of  the  employees'  salaries  and  wages  to  the 
plan.  The  school's  contribution  to  this  plan  for  the  year  ending 
June  30,  1981  was  $44,952  and  for  the  year  ending  June  30,  1982 
was  $49,321. 

Employees  under  TRS  contribute  6.187  percent  and  the  insti- 
tution 6.463  percent  of  the  employees'  salaries.  The  institution's 
contribution  to  this  plan  for  the  year  ended  June  30,  1981  was 
$12,708  and  for  the  year  ended  June  30,  1982  was  $14,361.  At 
June  30,  1981,  the  Teachers'  Retirement  System  and  at  June  30, 
1982,  the  Public  Employees'  Retirement  System  were  determined  to 
be  actuarially  sound  as  reported  by  the  systems'  actuary.  The 
unfunded    past   service   costs   and    the   actuarially   computed  value  of 
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the    vested    benefits    are    not    readily    available    for    members    of    the 
plans  employed   by  the   institution. 

3.       BUDGET    INFORMATION 

A  fixed  annual  basis  of  budgeting  is  utilized.  Under  the 
fixed  annual  method,  appropriations  of  specific  dollar  amounts  are 
set  for  each  fiscal  year  of  a  biennium  by  the  legislature.  Appro- 
priations control  financial  operations  during  each  fiscal  year.  At  . 
the  end  of  each  year,  General  Fund  and  Special  Revenue  Fund 
authority  reverts  to  the  fund  of  original  appropriation.  The 
reverted  appropriation  authority  may  be  used  in  the  subsequent 
year  as  authorization  for  valid  prior  year  obligations.  Budget 
amendments  represent  the  authorization  to  spend  funds  not  available 
for     consideration     by     the     legislature.        Budget     amendments     are 

subject  to  approval   by  the  governor. 

4.  INVENTORY 

Supplies  inventory  is  accounted  for  on  the  Supply  Inventory 
Management  System  (SIMS).  Inventory  is  valued  at  the  most 
recent  price  paid  for  each  item.  This  method  approximates  FIFO 
in  that  the  inventory  is  generally  comprised  of  rapid  turnover 
items. 

5.  BENEFITS 

The  institution  provides  one  meal  per  shift  to  all  employees  as 
a  union  or  historical  benefit.  The  approximate  value  of  these 
meals  at  $1.50  each   is  $22,035   per  year. 

6.  GENERAL    FUND    BALANCE 

The  state's  General  Fund  beginning  and  ending  fund  balance 
on  a  non-consolidated  basis  is  zero  since  any  balance  in  the  fund 
is  owed  to  the  state  general  fund   at  fiscal   year-end. 
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7.   ACTUAL  GAAP  VS.  BUDGETARY  BASIS  DATA 

The  budget  basis  differs  from  Generally  Accepted  Accounting 
Principles  (GAAP)  for:  (1)  encumbrances  outstanding  at  year-end. 
This  accounting  technique  reflects  expenditures  for  purchase 
orders,  contracts  and  other  committments  for  goods  and  services  in 
the  period  when  the  committment  is  made  as  opposed  to  the  period 
when  the  product  is  received  and  payment  is  rendered.  At  year- 
end,  in  accordance  with  state  policy,  major  qualifying  encumbrances 
are  reclassified  as  payables  and  charged  to  expenditures.  Encum- 
brances outstanding  do  not  constitute  expenditures  or  liabilities  in 
accordance  with  GAAP.  (2)  Donation,  canteen  and  recreation 
funds.  These  funds  were  not  budgeted  during  the  two  fiscal 
years  and  therefore  the  activity  is  not  shown  on  the  budget  to 
actual       statement.  Accordingly,       a      Combined      Statement      of 

Revenues,  Expenditures  and  Changes  in  Fund  Balances  was 
presented  on  the  GAAP  basis  and  on  the  budgetary  basis  for  fiscal 
years  ending  June  30,    1981   and  June  30,    1982. 
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HOUNTAIK  VIEW  SCHOOL 
HQWTASA  DEFARTMEST  OF   ISSTITUTTOMi 
SCHEDULE  OF  FEDERAL  SIIB<31ANTS~ 
FISCAL  YEARS   EUDIHG  JTOE   30."l981~AKD  IQR? 


ts.  DEPARTMEfTT  OF 


Grant  Muatbers 


Receipts        Disburseaenta 


HIC«TIO»: 
Suff  Development 

Vocational   Education 
Title   I 
Title   IV 

81-6004-03-20-26-0208 
81-33-6004-2460A 
81-24-6004-21 12B 

S  6,611 

36.708 

255 

S  8,244 

35,710 

219 

JcmCULTUIffi: 
School  Nutrition 

6004 

24.944 

21,930 

HOUSING  AND  URBAN  DEVELOPMENT: 
Federal/Emergency  Hanageoent 
Agency 

Ft«A-640-DR-000-92140 

4,921 

1,185 

UBOS: 
Field  Learning 

5008 

14.606 

14,607 

TOTAL 

588.045 

S8 1,895 

Grant  Huabers 


81-78-6004-0008 


82-33-6004-3'.60A 
82-24-6004- 3095B 


FEMA-640-DR-000-92140 


Receipts       Disburses 


37,923 
228 


37,12) 

221 


$69.389  $64.62 


This   Echedule   was   prepared    cecording   receipts  on  the  cash  basis.      Disbursements   include 

expenditures   and   valid   obligations    incurred   during   the   period.  This    schedule   does  not 

include    services    provided    to    the    federal    government    for    girls  in   MVS   custody.      These 

federal    boarder    payments     amounted    to    S^7,534     in    fiscal    year  1980-81    and    $24,215    in 

fiscal   year    1981-82.      Because   of   the   differences    in   accounting  method   and  boarder  pay- 

nrnts,    items   on   the   schedule   may   not   agree   to   amounts    included  in  the   financial  state- 
nents  as  Federal  Assistance. 


AGENCY    REPLY 


DEPARTMENT  OF  INSTITUTIONS 


TED  SCHWINDEN.  GOVERNOR 


STATE  OF  MONTANA' 


(406)449-3930 


1539  IITH  AVENUE 


HELENA.  MONTANA  5962( 


February   9,    1983 
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MONTANA  LEGISUTIVE  AUDITOR 


Legislative  Audit  Committee 

of  the  Montana  State  Legislature 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  MT   59620 

Gentlemen: 

We  have  reviewed  the  audit  report  prepared  by  the  Office  of  the 
Legislative  Auditor  on  the  Mountain  View  School. 

The  report  provides  a  very  welcome  service  and  is  sincerely  appreciated. 

Our  responses  to  the  recommendations  are  attached. 

Sincerely, 


CARROLL  V.  ^OUTH 

Director 

Department  of  Institutions 


CVS:bt 
Attachment 
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AN  I  UtI-M    itrrtHil'INIII   (  MCMIW  /( 


Responses  to  Recommendations  on  the  Mountain  View  School 
Recommendation  #1 

i<Je  recommend  the  school  record  transactions  relating  to  donations,  recreation 
and  canteen  accounts  in  the  special  revenue  fund. 

RESPONSE:    Concur 

Recommendation  //2 

Me  recommend  the  school  record  revenue  in  accordance  with  generally  accepted 
accounting  principles. 

RESPONSE:    Concur 

Recommendation  #3 

We  recommend  the  school  negotiate  an  indirect  cost  plan  and  recover  indirect 
costs  of  federally  supported  programs. 

RESPONSE:    Concur 

The  primary  program  supported  by  federal  funds  is  Chapter  I.  The  funds 
received  from  Chapter  T  are  based  on  population  at  Mountain  View  School  and 
there  is  no  negotiation  for  additional  funds  to  cover  indirect  costs, 
therefore,  this  cost  (indirect)  would  reduce  the  direct  care  of  the 
student. 

Recommendation  #4 

We  recommend  the  school  submit  reports  when  due  or  obtain  written  authorization 
for  extension  of  report  due  dates. 

RESPONSE:    Concur 

Recommendation  #5 

VJe  recommend  the  school: 

A.  Implement  a  property  accounting  system 

B.  Develop  a  formal  property  management  system  and  assign 
responsibility  to  a  designated  individual 

C.  Periodically  count  the  equipment  items  in  the  various 
buildings  to  ensure  reliability  to  the  asset  records  and 
security  of  the  equipment  items 
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RESPONSE: 

Mountain  View  concurs  with  this  recommendation  and  is  currently 
implementing  the  State's  Property  Accountability  Management  System  (PAMS) . 
All  land,  buildings  and  automobiles  are  currently  on  the  PAMS  system.  The 
School  is  currently  awaiting  proper  tags  to  complete  the  inventory  and  upon 
receipt  of  those  tags,  will  be  completing  the  implementation  on  PAMS  by 
June  30,  1983. 

The  Business  Manager  has  been  assigned  as  the  designated  individual  with 
the  responsibility  to  complete  annual  inventories  both  on  the  SIMS  and  PAMS 
systems. 

Recommendation  #6 

We  recommend  the  school: 

A.  Establish  procedures  to  ensure  that  documents  are  reviewed  and 
approved  by  someone  other  than  the  preparer. 

B.  Have  employees  receiving  goods  verify  the  receipt  by  signing  the 
applicable  invoices. 


RESPONSE:    Concur 
Recommendation  #7 
We  recommend  the  school  require  supervisors  to  approve  employee  time  summaries. 

RESPONSE:    Concur 
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